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ABSTRACT 
 
This research note explores the growing significance of employee engagement to effective 
organisational performance. In doing this, arguments from a range of areas of HR, including 
Strategic Human Resource Management, Employee Engagement, Human Capital 
Management and Strategic Reward Management, are drawn together. As a result of this 
analysis a more broad-based view of reward is proposed which can build employee 
engagement and thus contribute to enhanced organisational performance. 
 
Suggestions are made for research to test the proposed model and the research note 
concludes with a review of the practical implications of the total reward strategy proposed. 
 
Key Words: Strategic Human Resource Management, Employee Engagement, Reward 
Strategy, Human Capital Management, Talent Management.  
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INTRODUCTION 
Over the last decade there has been a growing debate around the importance of a strategic 
approach to Human Resource Management to business performance and success (e.g. 
Gratton and Truss, 2003; Guest 1997, Schuler and Jackson, 2005; Sparrow, 1998).  In many 
ways this debate has been fuelled by interest (both practitioner and academic) in a range of 
related issues. These include Talent Management (e.g. Conference Board, 2005; Higgs, 
2006(b)); Employee Commitment (e.g. Allen and Meyer, 1990); Employee Engagement (e.g. 
McBain, 2006, Buckingham and Coffman, 1999); the impact of HR on the bottom line of a 
business (e.g. Guest, 1997; Ulrich and Brockbank, 2005) and Employer Brand / Employer of 
Choice (e.g. Higgs 2005; 2006(b)). 
 
On reviewing the literature relating to this debate it does appear that there are two common 
underlying drivers of interest in, and a need for, a different approach to the management of 
an organisation’s Human Capital.  These are: 
(i) there is a fundamental change in the nature and composition of the workforce 
(e.g. Higgs, 2005;2006(b)); and 
(ii) there is a growing recognition that, in developed economies, people in an 
organisation provide a sustainable basis for competitive advantage (e.g. Gratton 
and Truss, 2003; Guest, 1997; Ulrich and Brockbank, 2005). 
 
In the area of reward management there have been parallel, but not explicitly connected 
developments. Practice has moved from focusing on pay (including performance-related pay 
and bonuses/incentives) to a more strategic consideration of the combined impact of pay and 
benefits provision (e.g. Brown, 2006; Brown and Armstrong, 2006). In particular, over the last 
few years, the significance of flexibility and choice in benefits provision has increased (e.g. 
Wilson, 2006). This broader view of reward has been labelled by many as moving to a Total 
Reward strategy (Higgs, 2005; 2006(b); Brown, 2006). 
 
This paper explores the underlying drivers of interest in a new strategic approach to people 
management and suggests a new model of Total Reward Management which goes beyond 
the current perception of what Total Reward comprises. The paper concludes with thoughts 
on future research to test empirically the model proposed. 
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CHANGING WORKFORCE EXPECTATIONS 
In recent years, it has become evident that the nature of workforce expectations is changing 
(e.g. Higgs, 2005; 2006(a); 2006 (b), ISR, 2004). In part the shift in expectations may be 
seen as a consequence of changes in the psychological contract (e.g. Rousseau, 1995; 
Osborn-Jones, 2000).  Recent studies have indicated that around 70% of employees are 
seeking meaning and purpose in their work. This represents a manifestation of earlier work 
by Kahn (1990) who proposed that in a work context people seek: 
(i) psychological meaningfulness; 
(ii) safety – in terms of freedom to express themselves, and 
(iii) the availability of the resources to enable them to perform effectively. Some 
would argue (e.g. Kahn, 1990, Higgs 2005; 2006) that the roots of such thinking 
can indeed be found in the earlier motivational theories and research of authors 
such as Maslow (1967); Murray (1938); and McClelland (1987). 
It is perhaps the fast changing organisational context which has created the conditions in 
which the basic expectations of employees are receiving greater attention from employers 
(e.g. Stairs, 2005). This recognition is reflected in the growing literature and research into 
Employee Engagement (e.g. Harter et al, 2002, McBain, 2006) and Talent Management (e.g. 
Ashton and Bellis, 2003; Conference Board, 2005). At a practitioner level the shift is being 
seen in the growth in significance which organisations place on achieving high rankings in the 
various “Employer of Choice” surveys (e.g. Higgs, 2005:2006). Interestingly responses to the 
changing significance attributed to employee expectations is seen to be leading to a new way 
of managing and developing people at work. This change in approach is clearly manifested in 
the emerging positive psychology movement (e.g. Harter et al, 2002; Luthans, 2002; Linley et 
al, 2005). This organisational approach is also being developed rapidly at practitioner level 
based on the work of the Gallup organisation (Buckingham and Coffman, 1999). 
 
THE VALUE OF HUMAN CAPITAL 
The term Human Capital is one which has emerged from the realisation that, as the 
knowledge economy takes hold, the value to corporations of intangible assets is growing 
rapidly (Conference Board, 2005). Research suggested that intangible assets have grown 
from representing 38% of a firm’s total value in 1982 to representing 85% in 2000 
(Conference Board, 2005). The Conference Board research (2005) also provided insights 
into the value of human capital indicating that: 
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(i) the cost of losing a “talented person” in 2002/3 was between $200,000 and 
$250,000 
(ii) the bottom line impact of a “bad hire” was at least $300,000 
(iii) the cost of operating without a key player (technical person) at even a relatively 
low level (i.e. salary of $40,000) was around $500,000 per annum. 
Studies such as this provide a context for considering the value of Human Capital and how to 
best manage this valuable “people asset”. 
 
In parallel with and closely related to, the recognition of changing employee expectations has 
been the development in thinking and research relating to the impact of employees, and the 
impact of people management policies and practices, on the financial performance of 
organisations. Early work in this area was concerned with the relationship of HR/people 
management practices and their impact on the bottom line. In attempting to explore this 
relationship Ulrich (1997) initially drew on the “Sears case study” (Rucci et al, 1998). This 
study showed that, within one corporation a clear relationship between employee 
commitment, customer commitment and bottom line performance could be established.  
 
The study showed that a 5% increase in employee commitment led to a 3% in customer 
commitment and consequently to a 0.25% increase in shareholder value. This model of 
“Employee Value Chain” has subsequently been adopted in a diverse range of corporations 
across the world. In a similar vein a range of studies within Europe, and the UK in particular, 
have shown a distinct link between good HR practices which are well implemented and both 
employee commitment and financial performance (e.g. Guest, 1997).   
 
However, preceding these studies Allen and Meyer (1990) had clearly demonstrated a link 
between “affective” commitment of employees and organisational performance. They identify 
three types of commitment: 
(i) Affective commitment; 
(ii) Continuous commitment; and 
(iii)  Normative commitment. Affective commitment is positioned as the positive form 
which includes a desire to remain, and a willingness to exert discretionary effort 
on behalf of the organisation. 
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A range of studies using this framework have found strong support for Allen and Meyer’s 
original work (e.g. Allen and Grisaffe, 2001). The more recent literature on employee 
engagement has built further on this work. Whilst some have argued that employee 
engagement and employee commitment are interchangeable concepts McBain (2006) has 
argued clearly that organisational commitment is an outcome of employee engagement. The 
literature on engagement (both practitioner and academic) indicates significant financial and 
organisational benefits. For example: 
(i) Organisations with high levels of engagement have a more than 70% probability 
of achieving their goals than those with lower levels of engagement (Towers 
Perrin, 2004); 
(ii) High engagement organisations achieve better operating margins.  A 5% 
increase in engagement can lead to a 0.7% increase in operating margins 
(Towers Perrin, 2005); 
(iii) Employees in high engagement organisations are twice as likely to remain with 
their employer than those in lower level engagement organisations (ISR, 2004) 
(iv) Firms with higher levels of employee engagement outperform industry sector 
growth by 6% (ISR, 2004). 
Similar patterns of benefits are encountered in the research into Talent Management (e.g. 
Ashton and Bellis, 2003; Higgs 2005; 2006).  In particular organisations with good Talent 
Management practices demonstrate more cost effective recruitment; higher levels of 
motivation and retention and enhanced customer perceptions (Conference Board, 2005). 
 
A third stream of research and literature relates to the concept of “Employer of Choice” 
(Higgs, 2005). This not only reinforces the claimed benefits of engagement and Talent 
Management, but provides distinct insights into the practices which build the “brand”.  
Research into organisations achieving top level “Employer of Choice” status in the US 
suggests that achieving such standing can be worth in excess of $10 million per annum to 
organisations. In terms of practices which underpin the achievement of “Employer of Choice” 
Higgs (2005) analysed the practices of the UK Sunday Times top 10 and the USA Forbes top 
100 organisations. He found the following to be common practices: 
(i) Attractive financial rewards (attractive in relation to comparator organisations 
rather than in an absolute sense) 
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(ii) A good level of benefits compared to comparator organisations.  However, 
importantly flexible benefits packages were important as was the fact that 
benefits were available to all employees (albeit to differing levels) 
(iii) A strong sense of shared ownership of purpose.  In commercial organisations 
this tended to entail share options; however, in both public and private sector 
organisations it entailed involvement in decisions and clear shared vision relating 
to the purpose of the organisation. 
(iv) A high level of focus on, and investment in, the development of all employees. 
(v) A strong positive climate and organisational culture.  In relation to this the 
importance of the role of an employee’s immediate line manager was seen to be 
very important. 
 
A CHANGING ROLE FOR REWARD MANAGEMENT 
Against the above background, it becomes evident that some of our “traditional” views of the 
role of reward in attracting, retaining and developing the commitment of employees may be 
somewhat limited. In general it appears that employees are becoming less satisfied with 
payment levels. A recent survey (Tucker et al, 2005) indicated a drop of satisfaction from 
60% in 1970 to 40% at the end of the 1990s. Similarly attempts to “engage” employees by 
rewarding performance appear equally problematic. The same survey indicated that only 
43% of organisations viewed their performance related reward schemes as being successful. 
 
It may be that such survey results could be a consequence of organisations failing to adopt a 
strategic approach to reward (Brown, 2006; Armstrong and Brown, 2006). Indeed over the 
last decade or so there has been a growing development in thinking and practice in terms of 
employing reward as a strategic means of aligning employee behaviour with organisational 
strategic goals. (Brown, 2006; Higgs 2004). Indeed the alignment of overall HR strategies 
with business strategies has been at the forefront of much of the thinking about leveraging 
the value of human capital in an organisation and developing organisational performance 
(e.g. Gratton and Truss, 2003; Castro Christiansen and Higgs, 2006). However, the 
theorising and research related to strategic HRM and alignment has remained at a relatively 
high level (Castro Christiansen and Higgs, 2006). 
 
The strategic reward developments have led to more tangible approaches to building 
alignment (Higgs, 2005). However, thinking in this area has tended to focus on issues 
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relating to tangible extrinsic rewards. In general, there has been an evolution in thinking 
which has moved from considering the strategic role of pay (including performance related 
pay and incentives) to the role of pay and benefits combined and in particular the use of 
flexible benefits strategies (Higgs, 2005). In essence a move from focusing on “Total Cash” to 
Total Compensation”. This move has been referred to by some (Brown, 2006) as the basis of 
a “Total Reward Strategy”. However, others (e.g. Higgs, 2005) have pointed out that a total 
reward strategy should encompass both extrinsic and intrinsic reward components. 
 
TOWARDS A TOTAL REWARD STRATEGY 
In reviewing the engagement and talent literature (see above) it is clear that the issues raised 
in theory, research and practice, point to a range of issues and interventions which integrate 
differing HR or “people” policies and practices (Stairs, 2005). Indeed it may provide an over-
arching framework for building a strategic approach to managing people within an 
organisation. 
 
It is equally clear that, to date, developments in thinking and practice around reward 
management have focused on the extrinsic components, whilst the drivers of current 
employee needs appear to require a more intrinsic level of reward.  In reviewing the reward, 
engagement and commitment literature a potential total reward framework is suggested.  This 
is shown in Figure 1. 
 
Figure 1: A Total Reward Framework 
 
Extrinsic Rewards 
Intrinsic Rewards 
Financial 
Payments Benefits 
Development Climate 
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The elements within this framework are: 
(i) Financial Payments. This comprises base salary; processes for salary 
progression; bonus payments; incentive plans and any other structured financial 
payments. 
(ii) Benefits.  This area comprises the totality of the benefits’ package including 
elements of choice and flexibility.  
(iii) Development.  Development comprises the provision of formal development, 
access to developmental opportunities, financial support for individual 
development, career path clarity and career management. 
(iv) Climate.  This is the experienced reality of working in the organisation.  It 
includes the physical environment, but perhaps more importantly the “emotional” 
environment.  Whilst the organisational culture and its manifestations through 
policy and practice are important, this area is strongly influenced by the 
experiences of working with an individual’s immediate manager (e.g. Litwin and 
Stringer, 1968; Burke and Litwin, 1992; Cannon, 2000) 
Support for this overall, integrated framework can be found in both the literature relating to 
the “Employer of Choice” debate and that relating to engagement.  Key findings from these 
literatures are mapped on to the total reward model in Figures 2 and 3. 
Figure 2: Engagement and Total Reward 
 
 
 
 
 
 
 
 
 
 
 
Financial Payments Benefits 
Development 
● Stimulate growth & 
development 
● Opportunities to develop in job
● Opportunities to advance 
careers 
Climate 
● Clear vision & purpose 
● Able to voice ideas 
● Manager concern for well-
being 
● Challenging work and 
resources 
● Collaborative 
Extrinsic Reward 
Intrinsic Reward 
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From Figure 2 it is evident that Engagement is very concerned with effective management of 
Intrinsic reward strategies, whilst becoming an “Employer of Choice” also requires 
appropriate attention to Extrinsic reward strategies (see Figure 3). 
Figure 3: Employer of Choice and Total Reward 
 
 
 
 
 
 
 
 
 
 
 
 
Financial Payments 
 
● Attractive in relation to 
comparator group 
Benefits 
 
● Good range 
● Available to all 
● Flexible 
Development 
 
● High level of investment 
 
● Planned 
Climate 
● Open management style 
● High levels of involvement 
● Empowerment 
● Strong communities 
● Flexibility 
Extrinsic Reward 
Intrinsic Reward 
 
Perhaps combining Figures 2 and 3 could provide the basis of a total reward strategy 
designed to build high levels engagement and consequently performance.  An important part 
of the success of such a strategy is clearly building line management capabilities.  Much of 
the engagement, employer of choice and talent literature emphasise the significant role of 
line managers (Kahn, 1990; Conference Board, 2005; Buckingham and Coffman, 1999; 
Litwin and Stringer, 1968). 
 
CONCLUSIONS 
On the basis of the literature reviewed an extended Total Reward framework appears to offer 
the basis for a strategic approach to building employee engagement and organisational 
performance.  The proposed framework links much of our current thinking and practice on 
total compensation (pay and benefits) with well-established work on individual needs and 
motivation (e.g. Maslow, 1967; McClelland, 1987). Adopting a total reward view through the 
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lens of engagement tends to provide an integrative people management framework. 
Interestingly this shows the relatively low leverage of pay as a means of achieving 
organisational performance. However, the fact that we do not appear to have discovered 
anything new should not be a cause for concern. As Karl Weick put it so elegantly: 
“Making sense is moving forward“. 
     (Weick, 1995) 
 
This paper has developed a framework from a range of research data and thinking and 
through integrating differing streams.  Clearly there is now a need to empirically test the 
model.  Given the predominantly quantitative nature of the assessment of engagement and 
commitment it would seem appropriate to convert the model into a questionnaire and explore 
its validity through quantitative comparison the engagement and commitment data. 
 
However, the general trends and issues discussed and potential framework, do have a range 
of implications for practitioners and organisations.  These include: 
(i) A need to ensure that HR strategies and practices are more integrated (e.g. 
avoiding dealing with issues such as reward and management development in 
isolation) and aligned to core strategic goals; 
(ii) Spending more time in exploring the existing culture and climate and identifying 
changes required to achieve greater levels of employee engagement; 
(iii) Identifying opportunities to create greater flexibility and choice in the structure of 
benefits packages; and  
(iv) Investing time and effort in developing the capabilities of managers in terms of 
creating a positive working climate for members of their teams. 
Perhaps the last of these is the area in which the impact of actions could be most significant 
given that “whilst people join an organisation they tend to leave their manager”(Higgs, 2006). 
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